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THE DAWES REPORT—-AN ANALYSIS 


T HE experts may not have solved the 
problem of reparations but they have 
pointed the way to a solution. The re- 
ports of both committees—that of Gen- 
eral Dawes and his associates, which sug- 
gests a means of balancing the German 
idget and stabilizing the German cur- 
rency and estimates the capacity of Ger- 
many to pay reparations; and that of 
Reginald McKenna and his colleagues, 
which estimates the amount of German 
wealth abroad and suggests how portions 
of this may be made available for repara- 
tions—are brilliantly lucid, scientific 
studies. The phraseology of each is 
frank, though that of the Dawes Commit- 
tee shows a punctilious regard for Allied, 
and particularly French sensibilities. 
Both groups have examined painstak- 
ingly the economic aspects and, in so far 
as was unavoidable, the political impli- 
cations of a question world-wide in its 
ramifications and of unprecedented diffi- 
culty. The result of their work is at the 
very least a contribution of incalculable 
value towards the understanding of a 
™ problem hitherto unsolvable. Whether 
™ their recommendations are to be carried 
® out and thus hasten the achievement of 
™ economic and political peace in Europe 
depends in about equal measure on the 
Allies, especially France, and upon Ger- 
many. 

The initial official reactions to the re- 
port have been prompt and cordial. The 
Reparation Commission has informally 
expressed approval. Ramsay MacDon- 
ald immediately accepted it uncondi- 
tionally, provided only that the other 
Powers concerned should do likewise. 
Germany has accepted it as a basis for 
discussion. Poincaré has voiced his cor- 
lial approval subject to certain ancillary 
agreements being agreed upon with 
Great Britain in reference to additional 
potential sanctions. 
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The Essence of the Plan 
Ramsay MacDonald’s decision not 
to urge now an organic revision of the 
Treaty of Versailles and France’s deter- 
mination not to permit even a discussion 
of such a suggestion make it evident that 
Germany’s treaty obligations as assessed 
by the Reparation Commission at $33,- 
000,000,000 will not now be formally and 
admittedly modified. This fact must 
always be kept in mind if the tone and 
content—the underlying strength—of 
the Dawes report is to be understood and 
if its comparative moderation towards 
Germany is to be fully appreciated. 
The plan may be summarized as fol- 
lows: 

(1) The establishment of the economic 
and fiscal unity of the Reich: “Our whole 
report is based on this hypothesis.’ 

(2) Stabilization of the German cur- 
rency, in part through the creation of a gold 
bank with a capital of $100,000,000, man- 
aged by Germany but under foreign super- 
vision. This bank shall have the exclusive 
right of issuing and circulating bank-notes 
in Germany and is to act also as the deposi- 
tory for reparation funds. 

(3) Balancing the German budget through 
drastic fiscal reforms. 

(4) Annual payments on the reparation 
account to begin the first year after the ac- 
ceptance of the report at $250,000,000, in- 
creasing gradually to $625,000,000 the fifth 
year. This “normal” annua] payment is to 
be increased or diminished during subse- 
quent years on the basis of an elaborate in- 
dex of German prosperity. 

(5) The funds for these payments are to 
be raised approximately one-half from tax- 
ation, one-fourth from the interest on bonds 
secured by the German railways, one-eighth 
from interest on debentures secured by Ger- 
man industries and one-eighth from trans- 
port taxes. 

(6) Elaborate provisions are made through 
commissioners of railways, of controlled rev- 
enues and of industria] debentures for Allied 
supervision over all these sources of revenue, 

which supervision, however, is not to develop 
into control, except in case of default. 
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The Merits of the Plan 


Among the important constructive 
phases of the plan are the following: 

(1) The unqualified and frank insistence 
reiterated throughout the report that “our 
plan is strictly dependent upon the restora- 
tion of Germany’s economic sovereignty”’ and 
“it is important to observe that the operation 
of the plan will be proportionately postponed 
if there is a delay in effecting that restora- 
tion.” This plainly requires the withdrawal 
of the French and Belgian separate economic 
and fiscal regime in the Rhineland and the 
Ruhr, including their control of the railways. 
It would also end the Micum agreements be- 
tween the French and Belgian governments 
and the Ruhr industrialists, which have just 
been renewed for two months, until June 15. 

(2) Though the military occupation of 
the Rhineland and the Ruhr lies outside the 
scope of the report, the experts declare, 
“Our plan is based upon the assumption that 
existing (military) measures, in so far as 
they hamper (German economic) activity, 
will be withdrawn or sufficiently modified so 
soon as Germany has put into execution the 
plan recommended and that they will not be 
reimposed except in case of flagrant failure 
to fulfill the conditions accepted by common 
agreement.” 

(3) In the event of default, the experts 
imply that sanctions should be imposed only 
by joint action of the “creditor governments 
acting with the consciousness of joint trus- 
teeship of the financial interests of them- 
selves and others who will have advanced 
money upon lines of the plan.”’ It would 


have been better had the language on this 
oint been absolutely unequivocal, but the 
implication seems clear. 

(4) Throughout the report the attempt 
is made to enlist the motive of self-interest, 
both on the part of the Allies and of Ger- 


many, as the major incentive for the whole- 
hearted carrying out of its provisions. 

(5) The pooling of all of Germany’s obli- 
gations under a single heading, thus making 
perfectly clear what each year’s payments 
are to be, and giving to the Allies an incen- 
tive hitherto lacking to economize in ex- 
penditures on the armies of occupation and 
on the Allied administrative bodies in Ger- 
many. 

(6) The ingenious device of assessing only 
half of the annual payments against the 
budget resources and assessing the other half 
on the railways and industries seems both 
economically sound and conducive to popu- 
lar support in Germany. 

(7) The ultimate sale through the Repara- 
tion Commission to private investors of ap- 
proximately $4,000,000,000 worth of railway 
bonds and industrial debentures would 
change that portion of the reparations into 
an ordinary commercial debt and, thus modi- 
fying its character, would proportionately di- 
minish the chances of eventual repudiation. 

(8) Germany is no longer to be forced to 
resort to the disastrous expedient of paying 
in foreign currencies. Instead, payments 
are to be made in gold marks or their equiva- 
lent into the new gold bank to the credit 
of the “agent for reparation payments.” 
This decision is frankly based on the funda- 
mental economic truth, so often denied, that 
Germany’s “earnings from abroad must be 
equal to the payments she must make abroad, 
including not only payments for goods she 
imports, but sums paid in reparations.” That 
is, the ability to create a surplus in Ger- 
many is not equivalent to ability to pay such 
pean, Me across national frontiers. Therefore, 
the experts suggest the creation of a Trans- 
fer Committee to determine what proportion 
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of the German payments may be “safely” 
sent out of Germany during each year. 
“Safely” in this case means without involv- 
ing disorganization of the German budget or 
currency and without adversely affecting the 
international exchanges. Such portions of 
the German payments which cannot thus 
safely be transferred across the frontiers are 
to accumulate until they reach a total of 
$1,250,000,000, after which time the Ger- 
man payments are to be reduced until such 
surplus is diminished. 


Possible Weaknesses 

OST of the features of the report 

which have been generally criticized 

were inevitable in view of the limitations 
under which the experts worked. For 
example, no definite sum of Germany’s 
total obligations was named. Such an 
estimate was beyond the power of the 
Committee. However, their detailed sug- 
gestions in reference to the railroad 
bonds and the industrial securities as 
well as other details of the report indi- 
cate that the experts had in mind a total 
capital sum of about $10,000,000,000. 

Other weaknesses are concessions to 
political exigencies in France and Bel- 
gium: 

(1) No impartial method is provided for 
the revision of the experts’ basic estimates 
nor to determine the question of German 
default in any given case. (2) There is 
neither a definite limitation on the period 
of military occupation of the Ruhr or Rhine- 
land nor any fundamental modification of the 
terms of the Versailles Treaty. All of these 
subjects were excluded by the experts’ terms 
of reference. (3) No complete moratorium 
is provided, thus making necessary, immed- 
iately the plan goes into effect, an interna- 
tional loan of at least two hundred million 
dollars to be used primarily to enable Ger- 
many to continue payments in kind during 


the period of readjusting her currency and 
budget. 


The Loan Will Be the Test 


HE test of the experts’ work will 

come almost immediately. If the 
report is to be a success, it must be adopt- 
ed in good faith, whole-heartedly and 
promptly, not merely by the Allies, but 
also by Germany. It is absurd to talk 
about forcing the latter’s acceptance by 
an ultimatum. Without Germany’s de- 
termined effort to fulfill her obligations, 
the whole scheme fails. But almost equal- 
ly important is the attitude of France. 
Unless she makes unequivocally clear her 
willingness to end her economic and fis- 
cal controls in the Ruhr and Rhineland, 
to relax her present military sanctions 
and to waive the right to re-impose them 
arbitrarily, the plan will fail. In the last 
analysis, neutral and American financial 
and investment opinion must be per- 
suaded that this plan is a definitive solu- 
tion of the reparation problem. On no 
other condition will there be confidence 
adequate to float the international loans 
essential to the inauguration of the whole 
scheme. The American investor there- 
fore will be the final arbiter of the Dawes 


report. JAMES G. McDONALD. 
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